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WAR AND THE REAL ESTATE CYCLE 


HE long chart in this report shows the wars which have occurred since 
‘| in relation to the real estate and business cycles. Years in 

which the United States has been engaged in wars are shaded in red; 
years in which other wars occurred in black. During the one hundred and 
forty-five years covered by this chart real es:ate booms and depressions 
have occurred in remarkably regular fashion in spite of forty-nine years 
of wars and thirty-one business depressions lasting a total of fifty- 
seven years. Eighty of these years were under Republican rule, forty- 
seven under Democratic, the balance under parties no longer in existence. 
Gold payments were suspended in the United States during twenty-two of 
these years, and the dollar was revalued twice. During some of these 
years prices were high, during others quite low. 


In spite of long wars, short wars or no wars, good business or 
bad business, high prices or low prices, Republicans or Democrats, gold 
standard or greenbacks, we have never had a period longer than twenty 
years between the peaks of real estate booms or shorter than sixteen 
years. The red idealized cycle superimposed on the booms and depressions 
in real estate is eighteen years from peak to peak, moves up in eight 
years and down in ten. We think it is quite significant that in one hun- 
dred and forty-five years we have never had a major real estate boom when 
this idealized cycle was below the normal line, nor have we had a major 
real-estate depression when it was above it. 


There has been no period in the United States when some con- 
vincing reason could not have been advanced why this cycle would be dif- 
ferent in the future than it had been in the past. The transition from a 
small agricultural community on the east coast to a manufacturing nation 
extending from the Atlantic to the Pacific, the change from a state bank- 
ing system with little supervision to a national integrated system, the 
shift from a slave economy to an economy of free men, the conversion of a 
debtor nation to a creditor nation, the creation of the Federal Reserve 
System, and innumerable other things were certainly, to the generations 
which first experienced them, valid grounds for doubting the continued 
symmetry of the cycles of real estate activity. No one in the past could 
say with assurance that the swings would continue unbroken. 


During the past seven years our whole economic system has been 
shaken by experiments and hog-tied by limitations of the profit motive 
(continued on the following page) 
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which makes a system of free enterprise work. As a result, at the out- 
break of the war, we were in twenty-first place among the principal na- 
tions of the world in the degree of economic recovery. We are living on 
borrowed money, with the difficulty of continuing to borrow becoming 
greater and greater. Certainly again it seems that no answer can be 
found to those who say that these changes are so great that the rhythm of 
the cycle will be destroyed. They may be right, but so it seemed to many’ 
who have gone before. 


Forgetting, however,the pros and cons of the long cycle, let us 
look particularly at the last few months and the trends which have devel- 
oped. It will be noticed that general business, shown by the black areas 
on the lower chart has been increasing rapidly since August. This general 
business line is based on industrial production in the United States ad- 
justed for population growth. The Federal Reserve index of industrial 
production unadjusted for population, stood at 103 in August, 111 in Sep- 
tember, 121 in October, 124 for November and December is estimated around 
126, a new all-time record topping the June, 1929 peak by one point. This 
rate of increase cannot continue indefinitely, and we will probably get 
some recession during the first or second quarter of 1940. 


Real estate activity has been increasing with only one inter- 
ruption of a month's duration since the middle of 1938. The figure for 
November of only 8.6% below normal is the highest in over two years, and 
shows a large gain over the October figure. 


Residential rents as shown by the solid red line in the lower 
part of the chart dropped slightly during December. Our index for Decem- 
ber is 73.0 as against 73.1 for last month. This index has shown practi- 
cally no change in the last two years. 


The foreclosure rate is shown on the top chart by the solid red 
line. This is our new foreclosure index which has been refigured by the 
inclusion of a larger number of cities. For October,the last month avail- 
able, it dropped materially, reached the lowest point since June of 1928. 
It will be noticed that the chief difference between this new index and 
the older index is the relative lowering of the recent foreclosure line 
in relation to the period of the seventies. It seems that foreclosures 
went much higher in relation to families then, than they have in this de- 
pression. Probable reasons are: 1. Revaluation of the dollar downward 
in 1933 in contrast with revaluation upward from greenback basis in 1875 
to gold basis in 1879. 2. HOLC prevented many foreclosures which would 
have sent rate much higher in 1933 had they occurred. 3. On other than 
single family residence properties, there are fewer but larger properties 
now in relation to families than there were in the seventies. Our index 
is based on the number of foreclosures. 


Private construction has been holding up very nicely, but total 
construction has been suffering from the fact that less public work is 


available than was available a year ago. Construction costs have shown 
practically no change during the month. We do not anticipate any run- 
away prices for new construction for the next nine months to a year. 
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APARTMENT TAX LOAD 


ECAUSE real estate represents that most important part of physical 
Bye which cannot be tucked away in some safe place, it becomes an 

easy target for taxes of all sorts including capital taxes, income 
taxes, sales taxes, documentary stamp taxes, inheritance taxes, etc. 


The cost of government--city, county, state and natianal--takes 
its toll from the day of construction,throughout the good and bad periods 
of the property's usefulness, and in some instances is the direct cause 
of its destruction through demolition. Property taxes which are based 
more upon reproduction cost than upon value from use become an unequal 
and heavy burden during periods of depression. 


On the two charts on pages 280 and 281, the direct cost of gov- 
ernment is given as it applies to the thirty-family reinforced concrete 
apartment for which construction costs from 1914 to date were given in 
detail on pages 254 and 255 of the November, 1939, REAL ESTATE ANALYST. 
The chart on page 280 gives the direct government cost by years during 
the period of construction; the chart on page 281 gives the direct gov- 
ernment cost by years during its operation from 1913 to date. There are 
indirect taxes not included; for example, the price of materials bought 
by the contractor or owner may include hidden property, sales or income 
taxes. Likewise the bids of sub-contractors may include income taxes. 


The chart shows that the governmental costs of constructing an 
identical building increased from $587 in 1913 to $4367 in 1939, while 
construction costs increased from $83,977 in 1913 to $128,630 in 1939. 
The governmental cost of operating the same thirty-family reinforced con- 
crete apartment represented 10.2% of gross receipts in 1913, increased to 
17.7% in 1935, and represented 16.1% of gross receipts in 1939. 


The annual governmental expense of operations as indicated on 
page 281 is not a constant amount. If the average tax expense from 1925 
to 1939, amounting to $2830,were capitalized by finding the present worth 
of this sum for 30 years discounted at 6%, a sum of nearly $40,000 would 
be obtained. This sum could be considered a government tax mortgage which 
has prior claim to any subsequent financing. It amounts to more than 21% 
of $185,583, which represents the cost of land and improvements in 1925. 


It is evident that any increase in the costs of construction 
and operations of apartment properties must either be passed on to the 
tenant in increased rents or must reduce the profitableness of the apart- 
ment to its owner. At the present time when vacancies are effectively 
preventing any substantial increase in apartment rents, the increase in 
the apartment tax load as shown on the two charts reduces net income and 
thereby stifles the construction of apartment properties. 








This same condition exists in business generally, where either 
-reased prices to the consumer must absorb the taxes placed on business 
business will be pushed into bankruptcy. It is a mistake to think that 
iness can be taxed without the consumer eventually paying the bill. 
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VOLUNTARY FORCED AND TAX SALES OF FARMS 

FTER increasing for five consecutive years, voluntary sales of farms 
A“ decreased for the past two. In 1937 a recovery high of 31.5 

sales for each thousand farms was reached. In 1938 this dropped to 
29.9 and in 1939 to 28.2 per thousand. These national averages for the 
United States are shown by the black line on the chart in the lower right 
hand corner of this page. Corresponding figures state by state are shown 
on the three pages to the left. 


The two red lines on each chart show the number of forced sales 
and tax sales each year for each thousand farms. It will be noticed that 
these lines on the national average chart reached their peak in 1933, and 
that they have been dropping from then until this last year when tax 
sales showed a very slight increase. Fewer farmers lost their farms in 
1939’ from all causes, however, than in any year’ since 1929. This in- 
cludes all transfers resulting from forced sales on account of delinquent 
taxes, foreclosures of mortgages, bankruptcy, loss of title by default of 
contract, sales to avoid foreclosure and surrender of title or other 
transfers to avoid foreclosures. These totaled 20.2 farms lost per 1000 
of all farms in 1939 as against the low of 19.5 in 1929 and a high of 
55.6 in 1933. 


It is unfortunate that these charts on farm transfers can be 
carried back only to the year 1926. Farm activity reached its peak in 
the year 1920 as a result of the War, and, undoubtedly, voluntary sales 
at that time were very much higher than any levels shown on these charts. 
Forced sales and tax sales at that time were practically non-existent. 


50; 


In the table below we show the num- U.S. AVERAGE 


ber of farms per thousand of all farms which 
have been lost to their owners in each state 


since 1928. There probably is some slight ae 
duplication in these figures as some farms » Forced 
have probably been foreclosed more than once mi _ Sales 
in this period. Figures worse than the U. S. Voluntary ih 
average are in red. ! \ 

ae 
Ala. 263 Iowa 397 Nebr. 423 R.I. 64 H \ 
Ariz. 275 Kans. 381 Nev. 239 8.C. 363 ree 
Ark. 375 Ky. 245 N.H. 153 8.D. 700 i 


Calif. 274 La. 355 N.Jd. 190 Tenn. 238 


1000 OF ALL FARMS 





Colo. 468 Maine 244 N.Mex. 290 Tex. 197 
Conn. 58 Md. 225 N.Y. 230 Utah 295 
Del. 177 Mass. 128 N.C, 407 Vt. Ly g | YY 
Fla. 210 Mich. 292N.D. 506 Va. 254 wW 
Ga. 279 Minn. 391 Ohio 202Wash. 323 °% 
Idaho 337 Miss. 621 Okla. 310 W.Va. 331 
Til. 278 Mo. 390 Oreg. 270 Wis. 290 
Ind. 285 Mont. 525 Pa. 175 Wyo. 337 





United States Average 312 
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FINANCING UNDER THE F.H.A. 


MORTGAGES SELECTED 
FOR APPRAISAL, 
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HE chart above shows that the FHA Administration has ceased its rapid 


growth and has now leveled out in its new business, holding its 


with a year ago with me difficulty. The table below shows the re- 
O O 


. 13 “" 

2 TTean a °¢ y ha } T 

a yOu i \ Pull i¥l 
e 


lationship t ages Selected for Appraisal 
Mortgages Accepted for I rance It will be noticed that Mortgages 
cepted for Insurance has d slightly better in the past two months, 
though the relatively 1 r showing of Mor el 


the last few months cast me doubt on t 


oad 


rages Se 
of this improvement as M pages Selected precede Mortgages Accepted. 


Mortgages Selected for Appraisal Compared with Year Ago 


Jan. Feb. Mar. Apr. May June July Aug. sept. Oct. 
+160% +102% +294 +1 2% +14 +4% -11% -8% —7% + 2% 


+118% +119% +58% +3% +19% +11% -13% -6%4 -9% +13% 


de 


100 ,. AVERAGE FLUCTUATIONS IN PRICE 
OF REAL ESTATE BONDS | 
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34 1935 1936 1937 1938 1939 


Real estate bonds have softened in value reflecting the general 
th 


weakness of the security market during the past few months. 
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THE REAL ESTATE ANALYST INDEX OF RESIDENTIAL RENTS 


HE table below shows eside 1 re 
is the revised index of residentis 
pea ea ir tne Real Estate ANE 

1 


Apt m ne . Al ° nes. At 


iex $8. 1$11.89 $8.50$11.90 $8.50$11.90 $8.54$11.92 $8.56$11.94 $8.57$11.90 $8.48$11.90 $8.36$11.87 


es aie 


) - ] 
a ceYV Lc eOY 4 
“ a > or : 
ce dee [VU 
ll. di 21U 1 
a 
1.21 Ld 11.0C 2 
25 10 r: 
~ U c ié 
€ 0.68 10 l 
10.2¢ 10.10 if 1 
10 10.2 } z 
aU 4 4 J 
7.4 19.6 19 0 l 3 
4 17 17 ) Q 
10.2 die 42402 V VOedsi 11-9 4 4 
14.0 134.9 3.93 4 ) 
é 12.4 2 0 
P r _ } 
4 11.09 il 
-61 10.59 10 
1 01 . 
L 10 11.03 11.01 
z 
c 4.6¢€ l ~09 
11 rm 11.72 1.59 


HE September residential rent figures of the Bureau of Labor Statis- 

tics are now available for the thirty-two cities on which they re- 

port. Most cities showed very little change over the June figures. 
The cities which showed slight gains were Buffalo on miscellaneous units, 
Chicago, two family units, Cleveland, miscellaneous units (loss in four 
family units), Indianapolis, two and four family units, Memphis, two fam- 
ly units (loss in apartment units), Mobile, one family units (loss in 
cellaneous units), New Orleans, one family units (loss in apartment u- 
nits), Norfolk, four family units, Philadelphia, one family units, and 
Portland, Maine, one family units. 


4 
ae 


y 
d 
m4 ea 


The cities which showed slight losses were Atlanta, apartment 
units, Birmingham, apartment units, Cincinnati, four family units, Den- 
ver, apartments, Houston, all units two family and over, Jacksonville, 
four family units, Kansas City, four family units, Los Angeles, two fami- 
ly, apartment and bungalow courts, Pittsburgh, apartment units, Richmond, 
Virginia, miscellaneous units, Saint Louis, four family and miscellaneous 
units, San Francisco, two family units, Savannah, single family units, 
Scranton, apartment units, and Seattle, two family and apartment units. 


The cities which showed no change were Baltimore, Boston, De- 
troit, Minneapolis, New York, Portland, Oregon, Oakland, and Washington, 
C. 
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RESIDENTIAL BU ILDING 


' FLUCTUATIONS IN PRODUCTION !- 
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1926 1927 i928 1929 1934 1935 1936 1937 1938 


The black line on the chart a 

of family accommodations provided by building 
1926. The figures have been corrected for sea 
crease in the total number of families 
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Accommodations per 10,000 Families 
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1935 i936 1937 _— 1<s39 1935S I936 1937 1938 1939 1935 1936 1938 1939 . 
The nine charts above show new 1 4 i regions, new accommodations per month per 10, families. The indexes for tt 
compared with the national average, rinted g i Middle Atlantic states and for the national average hav 
been adjusted for seasonal fluctuation, and a f f the change in 1 in the New York City building code. 


N a seasonally adjusted basis, residential building in the United 
States during November decreased slightly from the October level, 
although November was higher than any previous November since 1930. 
Seven regions showed an increase, while only two showed a decrease from 


the October level. The index of building material prices showed very 
little change. 




















